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PART 1 - BACKGROUND, PURPOSE, AND APPLICABILITY
BACKGROUND

The Single Audit Act of 1984 established requirements for audits of States, local governments,
and Indian tribal governments that administer Federal financial assistance programs. In 1985, the
Office of Management and Budget (OMB) issued OMB Circular A-128, "Audits of State and
Local Governments," to provide implementing guidance. In 1990, OMB administratively
extended the single audit process to non-profit organizations by issuing OMB Circular A-133,
"Audits of Institutions of Higher Education and Other Non-Profit Organizations."

On July 5, 1996, the President signed the Single Audit Act Amendments of 1996 (31 USC
Chapter 75). The 1996 Amendments extended the statutory audit requirement to non-profit
organizations and substantially revised various provisions of the 1984 Act. On June 30, 1997,
OMB issued final revisions to Circular A-133 (62 FR 35278). The final revisions implement the
1996 Amendments, extend OMB Circular A-133's coverage to States, local governments, and
Indian tribal governments, and rescind OMB Circular A-128.

This Compliance Supplement is based on the requirements of the 1996 Amendments and the
final revision of OMB Circular A-133 which provide for the issuance of a compliance
supplement to assist auditors in performing the required audits. The Senate and House Reports
supporting the 1996 Amendments cited studies of the single audit process performed by the
General Accounting Office, the President's Council on Integrity and Efficiency and the National
State Auditors Association (NSAA). All three studies supported the need for a current
compliance supplement. The NSAA study stated, "The Compliance Supplement provides an
invaluable tool to both Federal agencies and auditors in setting forth the important provisions of
Federal assistance programs. This tool allows Federal agencies to effectively communicate items
which they believe are important to the successful management of the program and legislative
intent . . . Such a valuable tool requires constant review and update."”

This document serves to identify existing important compliance requirements which the Federal
Government expects to be considered as part of an audit required by the 1996 Amendments.
Without this Supplement, auditors would need to research many laws and regulations for each
program under audit to determine which compliance requirements are important to the Federal
Government and could have a direct and material effect on a program. Providing this
Supplement is a more efficient and cost effective approach to performing this research. For the
programs contained herein, this Supplement provides a source of information for auditors to
understand the Federal program's objectives, procedures, and compliance requirements relevant
to the audit as well as audit objectives and suggested audit procedures for determining
compliance with these requirements.

This Supplement also provides guidance to assist auditors in determining compliance
requirements relevant to the audit, audit objectives, and suggested audit procedures for programs
not included herein. For single audits, this Supplement replaces agency audit guides and other
audit requirement documents for individual Federal programs.
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OMB Circular A-133 provides that Federal agencies are responsible to annually inform OMB of
any updates needed to this Supplement. This responsibility includes ensuring that program
objectives, procedures, and compliance requirements, noncompliance with which could have a
direct and material effect on these individual Federal programs, are provided to OMB for
inclusion in this Supplement, and that agencies keep current these program objectives,
procedures, and compliance requirements (including statutory and regulatory citations). To
facilitate agency efforts to meet this responsibility, Parts 4 and 5 of this Supplement provide a
stand-alone section for each program included in this Supplement which contains program
objectives, program procedures, and compliance requirements. For some programs a separate
subsection (IV. Other Information), is also included to communicate additional information
concerning the program. For example, when a program allows funds to be transferred to another
program, subsection IV will provide guidance on how those funds should be treated on the
Schedule of Expenditures of Federal Awards and Type A program determinations. See
Appendix IV for a list of programs which contain this subsection. These individual sections can
be updated or replaced as Federal programs change. Also, sections will be added for additional
programs once the program objectives, program procedures, and compliance requirements
relevant to the program are written.
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G. MATCHING, LEVEL OF EFFORT, EARMARKING

Compliance Requirements

The specific requirements for matching, level of effort, and earmarking are unique to each
Federal program and are found in the laws, regulations, and the provisions of contract or grant
agreements pertaining to the program. For programs listed in the Compliance Supplement, these
specific requirements are in Part 4 - Agency Program Requirements or Part 5 - Clusters of
Programs, as applicable.

However, for matching, the A-102 Common Rule (' .24) and OMB Circular A-110
('___.23) provide detailed criteria for acceptable costs and contributions. The following is a list
of the basic criteria for acceptable matching:

- Are verifiable from the non-Federal entity's records.

- Are not included as contributions for any other Federally-assisted project or program,
unless specifically allowed by Federal program laws and regulations.

- Are necessary and reasonable for proper and efficient accomplishment of project or
program objectives.

- Are allowed under the applicable cost principles.

- Are not paid by the Federal Government under another award, except where authorized
by Federal statute to be allowable for cost sharing or matching.

- Are provided for in the approved budget when required by the Federal awarding agency.
- Conform to other applicable provisions of the A-102 Common Rule and OMB Circular
A-110 and the laws, regulations, and provisions of contract or grant agreements

applicable to the program.

Matching, level of effort and earmarking are defined as follows:

(1) Matching or cost sharing includes requirements to provide contributions (usually non-
Federal) of a specified amount or percentage to match Federal awards. Matching may be
in the form of allowable costs incurred or in-kind contributions (including third-party in-
kind contributions).

2) Level of effort includes requirements for (a) a specified level of service to be provided
from period to period, (b) a specified level of expenditures from non-Federal or Federal
sources for specified activities to be maintained from period to period, and (c) Federal
funds to supplement and not supplant non-Federal funding of services.

3) Earmarking includes requirements that specify the minimum and/or maximum amount or
percentage of the program's funding that must/may be used for specified activities, in-
cluding funds provided to subrecipients. Earmarking may also be specified in relation to
the types of participants covered.
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Audit Objectives

1.

Obtain an understanding of internal control, assess risk, and test internal control as
required by OMB Circular A-133 ' __.500(c).

Matching - Determine whether the minimum amount or percentage of contributions or
matching funds was provided.

Level of Effort - Determine whether specified service or expenditure levels were
maintained.

Earmarking - Determine whether minimum or maximum limits for specified purposes or
types of participants were met.

Suggested Audit Procedures - Internal Control

1.

Using the guidance provided in Part 6 - Internal Control, perform procedures to obtain an
understanding of internal control sufficient to plan the audit to support a low assessed
level of control risk for the program.

Plan the testing of internal control to support a low assessed level of control risk for
matching, level of effort, earmarking and perform the testing of internal control as
planned. If internal control over some or all of the compliance requirements is likely to
be ineffective, see the alternative procedures in '___.500(c)(3) of OMB Circular A-133,
including assessing the control risk at the maximum and considering whether additional
compliance tests and reporting are required because of ineffective internal control.

Consider the results of the testing of internal control in assessing the risk of
noncompliance. Use this as the basis for determining the nature, timing, and extent (e.g.,
number of transactions to be selected) of substantive tests of compliance.

Suggested Audit Procedures - Compliance

1.

Matching
a. Perform tests to verify that the required matching contributions were met.
b. Ascertain the sources of matching contributions and perform tests to verify that

they were from an allowable source.

c. Test records to corroborate that the values placed on in-kind contributions
(including third party in-kind contributions) are in accordance with the OMB cost
principles circulars, the A-102 Common Rule, OMB Circular A-110, program
regulations, and the terms of the award.
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d. Test transactions used to match for compliance with the allowable costs/cost
principles requirement. This test may be performed in conjunction with the
testing of the requirements related to allowable costs/cost principles.

2.1 Level of Effort - Maintenance of Effort

a. Identify the required level of effort and perform tests to verify that the level of
effort requirement was met.

b. Perform test to verify that only allowable categories of expenditures or other effort
indicators (e.g., hours, number of people served) were included in the
computation and that the categories were consistent from year to year. For
example, in some programs, capital expenditures may not be included in the
computation.

C. Perform procedures to verify that the amounts used in the computation were
derived from the books and records from which the audited financial statements

were prepared.

d. Perform procedures to verify that non-monetary effort indicators were supported
by official records.

2.2 Level of Effort - Supplement Not Supplant
a. Ascertain if the entity used Federal funds to provide services which they were
required to make available under Federal, State, or local law and were also made

available by funds subject to a supplement not supplant requirement.

b. Ascertain if the entity used Federal funds to provide services which were provided
with non-Federal funds in the prior year.

(D Identify the Federally-funded services.

2) Perform procedures to determine whether the Federal program funded
services that were previously provided with non-Federal funds.

3) Perform procedures to ascertain if the total level of services applicable to
the requirement increased in proportion to the level of Federal
contribution.

3. Earmarking

a. Identify the applicable percentage or dollar requirements for earmarking.
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Perform procedures to verify that the amounts recorded in the financial records
met the requirements (e.g., when a minimum amount is required to be spent for a
specified type of service, perform procedures to verify that the financial records
show that at least the minimum amount for this type of service was charged to the
program; or, when the amount spent on a specified type of service may not exceed
a maximum amount, perform procedures to verify that the financial records show
no more than this maximum amount for the specified type of service was charged
to the program).

When earmarking requirements specify a minimum percentage or amount, select a
sample of transactions supporting the specified amount or percentage and perform
tests to verify proper classification to meet the minimum percentage or amount.

When the earmarking requirements specify a maximum percentage or amount,
review the financial records to identify transactions for the specified activity
which were improperly classified in another account (e.g., if only 10 percent may
be spent for administrative costs, review accounts for other than administrative
costs to identify administrative costs which were improperly classified elsewhere
and cause the maximum percentage or amount to be exceeded).

When earmarking requirements prescribe the minimum number or percentage of
specified types of participants that can be served, select a sample of participants
that are counted toward meeting the minimum requirement and perform tests to
verify that they were properly classified.

When earmarking requirements prescribe the maximum number or percentage of
specified types of participants that can be served, select a sample of other
participants and perform tests to verify that they were not of the specified type.

Note: The suggested audit procedures above for internal control and compliance testing may be
accomplished using dual-purpose testing.
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